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KEY ECONOMIC INDICATORS 
(In Millions of Lebanese Pounds (LL) Unless Otherwise Indicated) 


INDICATOR (UNIT) & D 
¥Y%Change 
1974* Thru Same 
Month Given Period B 


LL/$ Exchange Rate (Average) 305.0 254.0 233 (6) - 7.2% 
Gross National Product (GNP) 6,358 7,000 (est) 
Gold & Foreign Exchange Reserve $** 675 836 1,084 (4) 42.9% 
Money Supply 2,011 2,299 2,678 (6) 17.6% 
-Currency in Circulation 1,104 1,303 1,302 (6) 10.4% 
-Demand Deposits 907 996 1,376 (6) 25.3% 
Private Bank Loans 6,394 8,229 8,752 (4) 22.2% 
Private Bank Resources 6,518 8,024 N.A. - 
Commercial Bank Rate (Average) 8% 8-9% 9-10% 
Gen. Price Index(Beirut 1966=100) 114. 122.7 131.6(5) 13.2% 
TRADE 
Customs Receipts 229 361 187.6 (5) 37.7% 
Total Imports 2,798 1,812 (7) N.A,. - 
Total Exports 1,169 892 (7) N.A. - 
Imports from U.S. ($ Mill. FOB) 93 130 76 (3) +135.0% 
Industrial Exports 345. 446 336 (5) +127.0% 
Fruit Exports (1,000 MT) 333 356 160 (5) - 26.3% 
Beirut Port (1,000 MT) 
-Freight Loaded 678 725 267 (5) 22% 
-Freight Unloaded 2,665 2.078 1,536 (5) 28.5% 
-Transit Trade 768 755 218 (3) 6.5% 
INVESTMENT 
Construction, Beirut 
-No. of Permits 743 576 214 (5) 15% 
-Area (1,000 Sq. Meters) 1,575 1,171 375 (5) 30.3% 
Domestic Cement Sales (1,000 MT) 1,205 L272 514 (5) 2.0% 
New Businesses (SALSs) 97 135 43 (4) 20.4% 
TOURISM 
Non-Syrian Arrivals (1,000) 1,048 890 326.3 (4) 19.4% 
Western Arrivals (1,000) 375 254 101.6 (4) 8.2% 
OTHER 
Motor Vehicle Sales 22,507 29,681 14,108 (4) 46 .4% 
Electricity Production (MKWH) 1,548 - 1,790 607.5 (4) 14.7% 
Lebanon's 1973 Population Estimated at about 3 million 


*Data comulative to month given in parenthesis, except for the exchange 
rate and the bank rate, which are for the month given. Some 1974 
statistics are preliminary and subject to revision. 

**International Monetary Fund in Millions of Dollars 





SUMMA RY 


Despite inflation and political instability caused mainly 
by the Middle East crisis, Lebanon's economic future can 
be viewed with guarded optimism, and with no fundamental 
change being anticipated regarding the country's basic 
philosophy of political and economic liberalism, under 
which the foreign businessman is welcome and given equal 
opportunity to prosper. This prediction is based on 

the assumption however that the government will initiate 
some measures to contain real estate speculation, relieve 
port congestion, which has reached serious proportions, 
and pay more attention to the public sector in the fields 
of subsidized housing, social welfare and education. 


The devaluation of the dollar has made the importation 
of certain U.S, goods increasingly more attractive, and 
the vast supply of Arab oil money has increased the 
number of U.S. firms establishing regional operations 
here. Lebanon should not be ignored as a potential 
location for light industry, especially outside of Beirut, 
where attractive incentives and a surplus labor supply 
are currently available. However the country's main 
potential seems to be in the banking field, where, 
besides the traditional, thriving commercial banking 
community, an investment banking community, encouraged 
by very favorable banking legislation is beginning to 
emerge. 





CURRENT ECONOMIC SITUATION AND TRENDS 


At mid-year Lebanon is attempting to cool the overheating 
of a year or more of the worst inflation since World 

War II and of political problems which both aggravated 
inflation and stemmed from it. A service economy whose 
imports regularly are equivalent to more than 40 per cent 
of gross national product (GNP), Lebanon was afflicted 
by the world-wide inflation on the heels of severe pol- 
itical disturbances in 1973 which began with the Israeli 
raid on Beirut in April, saw fighting between the 
Lebanese Army and Palestinians around Beirut in May and 
culminated in an 10l-day closure of the main trade route 
through Syria and the fall of two governments before 
Premier Takieddine Solh formed the present Cabinet last 
July 9. With the reopening of the Syrian border in 
mid-August the economy revived only to be jolted again 

by the October War, which disrupted trade and accelerated 
inflation even though Lebanon was not actively involved. 
The year of extremes, which opened with drought conditions, 
ended with a winter which saw the heaviest mountain snows 
in 50 years in places and above-normal rains elsewhere. 


1973 - Flat But Appreciating 


Averaging the highs and lows, Lebanon probably recorded 

a virtually flat year in real terms, although precise 
measurements are not possible from existing data. In 
Lebanese livres (LL) or pounds, GNP rose at least 10 

per cent from 1972's LL6.358 billion to about LL7 billion 
but we have also seen estimates of a 15 per cent rise, 

to LL7.3 billion. This may represent little or no real 
gain because inflation for the year fell within the same 
10-15 per cent range. One could not be far off to estimate 
both GNP growth and inflation for 1973 at 13 per cent. 


Although industrial and fruit exports, vehicle sales and 
banking enjoyed exceptional years, such labor-intensive 
industries as tourism and construction dropped sharply, 
tourism because of the political problems and construction 
in reaction to inflated land and materials prices. Agri- 





culture in general, a large employer, had a mediocre 
year because of drought conditions, contributing to 
inflationary pressures by increasing food import levels. 
Transit trade, a foreign exchange earner, was restricted 
by the long Syrian border closure. 


For American businessmen, however, the flat year was 
still a greatly enlarged market in dollars because the 
LL/$ exchange rate appreciated from LL3.06=$1 to an 
average of LL2.54 for all of 1973. The 10-15 per cent 
GNP increase in pounds becomes a 31-38 per cent increase 
in dollars, from 1972's $2.1 billion to $2.76 - 2.9 
billion. The Lebanese pound during 1973 appreciated 
against most other currencies as well, in a few cases 
by as much or more than the gain against the dollar, 
moderating the American competitive gain. 


Inflation Effects 


Using various indicators, including cost of living 
indices, fair estimates of inflation for calendar year 
1973 and for the 12 months through June 1974 are about 
13 per cent. The government index put inflation for the 
first four months of 1974 at an annual rate of almost 

20 per cent but the rate may have leveled off during 

the second quarter. One index now has the annual rate 
at slightly under 10 per cent, projected from January- 
June results. cCost-of-living measurements frequently 
vary and are a source of controversy. 


By any measure, however, inflation since early 1973 has 
been the highest since 1945 and public resentment has 
been strong, although usually peaceful. It seemed that 
whenever preoccupation with political disturbances faded 
demonstrations against inflation resumed. Orators blamed 
"“monopolists" and government officials acknowledge "im- 
perfections" in the market but lay most of the blame on 
inflated import prices. 


Organized labor took the lead in seeking redress for 
inflation losses, staging a peaceful general strike last 





August and this February winning a 10 per cent general 
wage increase and an increase in the monthly minimum 
wage from LL225 to LL275, both retroactive to January l. 
This probably contributed to a price surge in March 

and April but seems to have calmed the atmosphere and 
increased labor's political influence. 


University students, chronic strikers recently, closed 
several schools for lengthy periods this spring to 
protest fee increases. The American University of Beirut, 
which has been retrenching since devaluation and may 

sell some property in the face of a $3 million deficit, 
was particularly hard hit by an extended strike finally 
ended by troops. 


Land Speculation and Rent Rises 


Inflation has been most evident in soaring land prices 
and rentals which shock new arrivals and are causing 
concern about pricing the middle class out of housing, 
with the political implications of such a development. 
The Banking Association reported that the value of real 
estate transactions during 1973 rose 45 per cent. Rents 
are difficult to measure but it is not unusual to hear 
of rents doubling in three years nor of 30-35 per cent 
annual increases. An American firm headquartered on 
Park Avenue, New York City, is moving into new Beirut 
quarters where the rent is double that of the Park Avenue 
headquarters. 


To control land speculation, the government is publicly 
contemplating capital gains taxes on windfall profits 
and on commercial "key money". It also hopes to step 
up public housing construction and reportedly is in- 
tensifying enforcement of the law limiting property 


ownership by foreigners, who are active in Lebanese real 
estate. 


To divert credit away from speculation, the Banque du Liban, 
the central bank, inaugurated on July 1 a scale of penalty 





reserve requirements on loan volumes above the year-end 
1973 level, a constraint the Banque has been urging on 
commercial banks for some time. The Banque also raised 
reserve requirements and may institute quantitative 
restrictions to ration credit for certain uses, diverting 
it from speculation. 


Port Congestion 


One cause of inflation is chronic and worsening con- 
gestion of Beirut's port, mainstay of the transit trade 
to the Arabian Peninsula. Much of Lebanon's infrastructure 
is overtaxed by rapid urbanization and economic growth, 
but the port is clogged by a 28 per cent increase in 
incoming cargo this year, apparently reflecting increased 
imports by Lebanon's neighbors. Freight surcharges of 

up to 100 per cent have been imposed in some cases and 
are estimated to have added $124 million to Lebanon's 
1973 import bill. Port expansion is underway but relief 
probably will come sooner through the reopening of the 
Suez Canal. 


1974 Performance 


What indicators are available suggest that the economy 
is showing more real as opposed to inflationary progress 
this year but the picture is not clear. Imports and 
industrial exports seem to be very vigorous for the year 
to date but both probably reflect higher prices as well 
as increased volume. Vehicle sales continue very strong 
for the second year, a tribute to the depreciation of 
most vehicle suppliers' currency. Tourism could match 
the former peak, in 1972, but may again be affected by 
recent air raids and border skirmishes. Construction 
continues to slow in response to high prices and fruit 
exports are near more normal levels after a bumper year 
last year. 


No indicators are available for retail activity. There 
is talk of overstocking by merchants and price resistance 





from customers. This would be normal under recent 
circumstances and demand could revive if inflation 
is perceived to be under control. 


Financial Sector 


As indicated earlier, the central bank now is employing 
new controls in an effort to control credit. Statistical 
series for 1974 to date are incomplete except for a 
continued strong increase in credit through April but 

the 1973 figures illustrate the problem. The Banking 
Association reported that total loans in pounds exceeded 
pound resources for the year, explaining why the inter- 
bank or overnight interest rates reached 35 per cent 
around the turn of the year and again later, until the 
central bank extended temporary relief and urged restraint. 
The Banking Association also put total bank assets at 

110 per cent of gross domestic product, second only to 
Switzerland. 


The cause of the pound's strength is revealed in the 

43 per cent increase (in dollars) in international 
monetary reserves recorded this April over last April. 
Most of the increase occurred in April and is attributed 
to another surge of capital as well as to an improving 
balance of payments. Some analysts suspect that Lebanon's 
current account was in surplus for the first time in 
history in 1972 or 1973 due to gradual long-run improve- 
ment in its trade sector, but final figures are not yet 
available. 


The banking sector is of considerable interest to 
foreigners seeking a base to tap Middle East oil revenues. 
In the past year the foreign banking community has in- 
creased rapidly, a prime contributor to rising rents, 

as representative offices are opened and local commercial 
bank licenses are bid for. Since commercial bank licenses 
are limited to 73 for the 1967-77 decade, the price in 

the past year has increased from LL3 million to around 

8 million. 





Outlook - What to do with the Money 


Due to the area's history of strife, forecasts must 
always be qualified to provide for political reverses. 
Lebanon has emerged from one of its more difficult 
years with confidence and optimism intact and its 
currency still appreciating. The central bank's credit 
restrictions were said to have beem imposed just as 
plans were being made to expand to capitalize on the 
region's greatly-increased oil income. 


It is the region's petrodollars plus the apparently 
increased propensity for peaceful economic development 
which will dominate the medium-term outlook. Providing 
inflation behaves as moderately as in the recent quarter, 
Lebanon's major problem is likely to be how best to 
employ the share of petrodollars it can expect to attract. 





IMPLICATIONS FOR THE UNITED STATES 


Although some doubted it a year ago, Lebanon apparently 
remains the Switzerland of the Middle East in the eyes 
of the business world. Cairo's resurgence since the 
Suez disengagement is not considered a near-term threat 
to this status, nor are occasional nearby hostilities 
or the increasingly burdened condition of Beirut's 
streets, water and power supplies or telephone network. 
American firms already here are expanding rapidly and 
more firms are moving in. 


Lebanon is taking steps to maintain its status as the 
region's business and financial center. The central 

bank's new credit control measures stem from a recent 
revision of the monetary code intended to provide the 
bank with authority and flexibility commensurate with 
the banking sector's growth. Medium, long-term and 

investment banking are getting started. Lebanon seems 
about to establish a banking free zone to increase its 


attraction as a financial center. The Cabinet has ap- 
proved a law which would exempt non-resident deposits 

from taxes on interest, reserve requirements and insurance 
payments. The chief problems for new entrants in this 
area will be skilled employees, now in somewhat short 
supply and accomodations at reasonable prices. 


Lebanon's attractions as an industrial center for the 
Middle East do not yet equal those of banking center, 
although in proportion to its size the country already 

is one of the more industrialized in the region. A 
Ministry of Industry was created earlier this year but 

of course has not yet developed an industrial policy. 
Officially, new industry is encouraged with tax incentives, 
particularly in labor surplus areas, but efforts to 
recruit investment are not vigorous. A potential problem 
in this area is the regional propensity to close frontiers 
during political disputes. Should industry continue its 
apparent rapid development skilled labor could pose a 
problem, since neighboring countries which traditionally 
supply labor to Lebanon are beginning to industrialize too. 





Despite the greatly-increased purchasing power of 

nearby oil-producing countries, Lebanon remains an 
important trade partner of the United States, which 
maintained its position as leading supplier in 1972. 
American trade data for 1973 list Lebanon as the third- 
ranking customer of the United States in the Arab World, 
after Saudi Arabia and Egypt. Certainly Lebanon's 
growing monetary reserves testify to increased purchasing 
power in its own right. 


Despite its relatively-developed status, Lebanon has a 
pressing need for further development in virtually every 
sector except the commercial where it is already highly- 
developed. A development plan exists for the period 
1972-77 and is not being implemented, primarily because 
of administrative bottle-necks and the plan's status as 
a guide rather than an actual plan but also because of 
concern about the country's ability to finance capital 


imports. If the reserves continue growing at the recent 
pace, which seems quite possible, there should be con- 
siderable scope for further expansion of American imports. 
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